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Abstract
The main goal of this study is to analyze the influence of absorptive capabilities on competitive advantage. Based on survey data from 
247 Portuguese small and medium-sized enterprises (SMEs) findings suggest that: 
1. Acquisition, assimilation and exploitation’s absorptive capabilities are positively associated with cost leadership; 
2. Transformation’s absorptive capabilities are not positively associated with cost leadership; 
3. Acquisition and transformation’s absorptive capabilities are positively associated with differentiation; and 
4. Assimilation and exploitation’s absorptive capabilities are not positively associated with differentiation.
This study deepens our understanding and provides novel insights into strategic management literature, since it combines multiple 
factors and has obtained the importance of each construct in SMEs business competitive advantage. Moreover, this paper presents 
further evidences of the strategies that small firm managers should pursue and policy makers should promote.
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1 Introduction
Resource-based scholars argue that resources form the basis 
of firm strategies (Barney, 1991) and intangible resources are 
more likely than tangible resources to produce a competitive 
advantage, since they are often rare and socially complex, 
thereby making them difficult to imitate (Hitt et al., 2001). 
Thus, intangible assets are considered strategic variables 
(Amit and Schoemaker, 1993) and can consequently create 
sustainable value. Firms with valuable, scarce, and nonsub-
stitutable resources can gain at least temporary advantages 
by using those resources to develop and implement prod-
uct-market strategies (Hsu and Ziedonis, 2013). 
The firms’ success depends not only on its’ resources 
and capabilities, but also the ability to adapt itself to the 
industry contingencies and markets in which operates. 
Firms may possess resources but must display dynamic 
capabilities otherwise shareholder value will be destroyed 
(Bowman and Ambrosini, 2003). It is in this context that 
emerges the Dynamic Capabilities View (DCV) (Amit 
and Schoemaker, 1993; Teece et al., 1997) to support the 
adjustment to environmental change. DCV is not divergent 
but rather an important stream of RBV to gain competi-
tive advantage in increasingly demanding environments 
(Ambrosini and Bowman, 2009; Barreto, 2010; Eisenhardt 
and Martin, 2000; Wang and Ahmed, 2007). Monteiro et al. 
(2017) defend that in versatile markets, firms’ capabilities 
should be dynamic and managers must display the ability 
to ensure consistency between business environment and 
strategy in order to continuously renew skills.
Our study is responsive to the call of Sousa et al. (2008) 
which suggests that, in the context of international mar-
kets, firms’ survival and expansion, and consequent eco-
nomic growth of many countries, is strongly dependent on 
a better understanding of the determinants that influence 
competitive advantage. In fact, the factors that set off SME 
growth (including exporting) are still in need of research 
(Stouraitis et al., 2017). So, the purpose of this paper is 
to broad the boundaries of entrepreneurship and strategic 
management literature and test the following hypotheses 
― does absorptive capabilities positively influence small 
business competitive advantage?
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2 Theoretical framework
2.1 Absorptive capabilities
In modern business environment with high turbulence, 
knowledge has been designated as a dominant source of 
competitive advantage. In order to survive certain pres-
sures, companies need to recognize, assimilate and apply 
new external knowledge for commercial purposes (Jansen 
et al., 2005). This ability, known as absorptive capabil-
ity (ACAP) (Cohen and Levinthal, 1990), emerges as an 
underlying theme in the organizational strategy research 
(Jansen et al., 2005).
Cohen and Levinthal (1990) presented a definition 
of ACAP most widely cited by academic research, as 
the firm’s ability to identify, assimilate and exploit new 
knowledge. Thus, this ability access and use new exter-
nal knowledge, regarded as an intangible asset, is critical 
to success and depends mainly on prior knowledge level, 
since it is this knowledge that will facilitate the identifica-
tion and processing of new one. This prior knowledge not 
only includes the basic capabilities, such as shared lan-
guage, but also recent technological and scientific data or 
learning skills. By analyzing this definition is found that 
absorptive capability of knowledge only three dimensions: 
1. the ability to acquire external knowledge; 
2. the ability to assimilate it inside; and 
3. the ability to apply it.
Zahra and George (2002) divided ACAP in Potential 
Absorptive Capability (PACAP) and Realized Absorptive 
Capability (RACAP). PACAP reflects the firms’ abil-
ity to acquire and assimilate knowledge that is vital for 
their activities. Knowledge identification, acquisition and 
assimilation is related to routines and processes that per-
mit to analyze, process, interpret and understand exter-
nal information. RACAP includes knowledge transforma-
tion and exploitation, where transformation is the ability 
to develop routines that facilitate the integration of newly 
acquired knowledge in existing one. Knowledge exploita-
tion is a routine which enhances existing skills or cre-
ates new ones by incorporating acquired and transformed 
knowledge internally.
In order to cope and enhance each ACAP dimension, 
Jansen et al. (2005) argue that firms need to develop orga-
nizational mechanisms which enable them to synthe-
size and apply newly acquired knowledge. Thus, there 
are coordination mechanisms that increase the exchange 
of knowledge between sectors and hierarchies, like mul-
titasking teams, participation in decision-making and 
job rotation. These mechanisms bring together differ-
ent sources of expertise and increase lateral interaction 
between functional areas. System mechanisms are behav-
ior programs that reduce established deviations, such as 
routines and formalization. Socialization mechanisms cre-
ate a broad and tacit understanding of appropriate rules of 
action, contributing to a common code of communication.
2.2 Competitive advantage
The increased intensity of business competition has 
forced firms to adopt a non-traditional management tech-
niques and tools. Maintaining competitive advantage is a 
dynamic and infinite activity (Hung et al., 2010).
How firms achieve and sustain competitive advantage? 
This is the fundamental question in the field of strategic 
management (Teece et al., 1997). Porter (1985) considers 
simply a matter of creating value for customers and doing 
it better than competition.
Porter’s model to classify firm strategies remains the 
most commonly supported and acknowledged framework 
in strategic management literature (Allen et al., 2006). 
Porter (1985) proposed four competitive strategies: 
1. broad cost leadership, 
2. broad differentiation, 
3. cost focus and 
4. differentiation focus. 
While cost leadership or differentiation is defined as 
dominant competitive strategies, focus is not a standalone 
strategy and “is not sufficient for above-average perfor-
mance” (Porter, 1985: p. 15). Consequently, there is a ten-
dency in the literature to recognize two main sources of 
competitive advantage: 
1. cost leadership – reaching lower costs than compet-
itors and 
2. differentiation – creating more value for customers than 
the average firm (Lechner and Gudmundsson, 2014). 
Furthermore, and according to Porter (1985), the 
two logics of differentiation and cost leadership are 
incompatible.
Hence, we can reduce the study of competitive strategy to 
differentiation and cost leadership, especially if the compet-
itive strategy is related to other strategic elements of firm’s 
behavior. Differentiation means to fulfil customers’ needs in 
a unique way, based on speed, customer service and flexibil-
ity, which is consistent with innovative approaches and char-
acteristics of entrepreneurial firms. Cost leadership requires 
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substantial financial resources (to invest in tangible assets), 
is based on process innovation, learning curve benefits, 
economies of scale and standardization, and seems to be less 
appropriate for small firms, given the resource constraints 
(Lechner and Gudmundsson, 2014).
Sustainable competitive advantage represents firm’s 
competitive maintenance on the long run, whose perfor-
mance is above average, resisting the dynamic evolution 
of competition, consumers and industry (e.g. Amit and 
Schoemaker, 1993; Peteraf, 1993; Porter, 1985).
Teece et al. (1997: p. 516) defined dynamic capabili-
ties as the “firm’s ability to integrate, build, and recon-
figure internal and external competences to address rap-
idly changing environments”. Dynamic capabilities thus 
reflect firms’ ability to achieve new and innovative forms 
of competitive advantage. ACAP is a dynamic capabil-
ity found in organizational processes that enables firms 
to reconfigure their core resources, react to environmen-
tal dynamics and build competitive advantage (Zahra and 
George, 2002).
Thus, this study tests the following working hypotheses:
• H1a: Acquisition’s absorptive capabilities are posi-
tively associated with cost leadership.
• H1b: Acquisition’s absorptive capabilities are posi-
tively associated with differentiation.
• H2a: Assimilation’s absorptive capabilities are posi-
tively associated with cost leadership.
• H2b: Assimilation’s absorptive capabilities are posi-
tively associated with differentiation.
• H3a: Exploitation’s absorptive capabilities are posi-
tively associated with cost leadership.
• H3b: Exploitation’s absorptive capabilities are posi-
tively associated with differentiation.
• H4a: Transformation’s absorptive capabilities are 
positively associated with cost leadership.
• H4b: Transformation’s absorptive capabilities are 
positively associated with differentiation.
3 Method
3.1 Sample and data collection
The population of this empirical study has been drawn 
from Portuguese textile industry firms. Questionnaires 
were used as primary data sources and were carried out 
over the period of February 16 to April 30, 2016. The iden-
tification of companies was done through the Portugal’s 
Textile Association (Associação Têxtil e Vestuário de 
Portugal – ATP) database. So, in this study we use a 
non-probabilistic and convenient sampling (ATP, 2014).
A total of 247 complete and validated questionnaires 
accounting for 25 % per cent of the population were 
obtained. This response rate is considered quite satisfactory, 
given that the average of top management survey response 
rates are in the range of 15 %-20 % (Menon et al., 1999).
3.2 Statistical analysis
We used PLS-SEM path modelling to test our hypothesis, 
specifically the software SmartPLS 3.0 (Hair et al., 2013; 
Sarstedt et al., 2014). We believe that the PLS-SEM path 
modelling is best suited to estimate our research model since:
1. this study focuses on prediction and explanation of 
constructs variance (in our case 6); 
2. our research model has a complex structure; 
3. the relationship between entrepreneurial orientation, 
intangible resources, absorptive capabilities and 
export performance can be measured directly and 
indirectly via competitive advantage; 
4. this study uses first and second-order reflective con-
structs; and 
5. the sample (n = 247) is somewhat small.
3.3 Measures
This study uses well-validated scales from previous stud-
ies to operationalize the key constructs and adapted them 
to the particular context of our empirical setting. 
Independent variables – According to Zahra and 
George (2002), ACAP construct is divided in Potential 
Absorptive capabilities (PACAP) and Realized Absorptive 
capabilities (RACAP). To measure this construct we use 
Jansen et al. (2005) scale.
Dependent variable - Competitive strategy was mea-
sured through two dimensions, differentiation and cost 
leadership, using Morgan et al. (2004) scale.
4 Results
4.1 Non-response bias and common method bias
In this study we performed a univariate test of significance 
(t-test), to examine existing differences between respon-
dents who answered our questionnaire quickly and those 
who did not. The results (p < 0.05) showed the absence of 
significant differences between the two groups of respon-
dents. Hence, we can assure that our sample is free from 
non-response bias. The methods used to reduce the risk of 
common method-bias were several. In the survey design 
itself, already validated in previous investigations, short 
and concise items were used to reduce misunderstandings. 
A pre-test was conducted to a group of several university 
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experts and business specialists. Similarly, following the 
recommendation of Podsakoff et al. (2003), a distribution 
of items of dependent and non-consecutive independent 
variables was used. Finally, before assessing the rela-
tionships between dependent and independent variables, 
Harman’s single-factor test was performed. Unrotated 
factor analysis using the eigenvalue-greater-than-one cri-
terion revealed six factors, the first explaining 17.0 percent 
of the variance. This suggests that common method bias is 
not a serious threat to the validity of our study. 
Next, in order to analyze and interpret the PLS-SEM 
results, we will: 
1. assess the measurement model; and 
2. evaluate and test the structural model.
4.2 Evaluation of measurement model
Results from Table 1 show that the measurement model 
meets all general requirements. First, all reflective items 
have a load higher than 0.707, which means that the reli-
ability of individual indicators (loading2) are higher than 
0.5. Second, all composite reliability values and Cronbach’s 
alpha values are higher than 0.70, suggesting acceptable 
model reliability. Third, the average variance extracted 
(AVE) values of all constructs are higher than 0.50, indi-
cating an adequate convergent validity and implying that 
our set of indicators represent the same underlying con-
struct (Hair et al., 2013).
Finally, regarding discriminant validity, this paper 
presents two necessary approaches: 
1. the first approach suggests that the AVE should 
share more variance with its assigned indicators than 
with any other construct (Fornell-Larcker criterion) 
(Fornell and Larcker, 1981); and 
2. the second approach suggests that no item should 
have a higher factor load with another construct than 
with the one which is assign to measure. 
The results shown in Table 2 confirm the existence of 
discriminant validity in our study.
4.3 Evaluation of structural model
Once the measurement model is defined and validated in 
all its components, we will proceed and create the sec-
ond order model, following previous research (e.g. Zahra 
and Garvis, 2000), where the latent variables of the mea-
surement model behave as constructs’ measurement 
variables. Specifically, Absorptive Capability (acqui-
sition, assimilation, transformation and exploitation), 
Competitive Advantage - Cost and Competitive Advantage 
- Differentiation (product and service).
In the following Tables 3 and 4, we present the results of 
reliability, convergent validity and discriminant validity 
corresponding to the second order model. All data confirm 
the strength of our model.
In order to analyze possible collinearity we used val-
ues from Variance Inflation Factor (VIF). The results 
show that VIF values for the independent variables are 
between 3.960 (Absorptive capabilities - Transformation) 
and 1.227 (Absorptive capabilities - Acquisition), indicat-
ing that, in line with Hair et al. (2013) or Diamantopoulos 
and Siguaw (2006), the results obtained are not negatively 
affected by collinearity.
Since the fundamental objective of our PLS-SEM tech-
nique is the prediction of Competitive Advantage, the 
quality of our theoretical model will be determined by 
measuring the strength of each path (β), that is the rela-
tionship between Absorptive capabilities - Acquisition 
(ACAQ), Absorptive capabilities – Assimilation (ACAS), 
Absorptive capabilities – Exploitation (ACEX) and, 
Absorptive capabilities - Transformation (ACTR), in the 
predictability of the endogenous constructs Competitive 
Advantage - Cost (CAC) and Competitive Advantage - 
Differentiation (CAD). Thus, to study our dependent vari-
able, the value that we have to maximize is R2. According 
to Hair et al. (2013) and Sarstedt et al. (2014), this coeffi-
cient measures the amount of construct variance that is 
explained by the model, where values of 0.5 are considered 
to be moderate and 0.25 weak. In our model, the media-
tors R2 coefficient is 0.300 for CAD and 0.312 for CAC, so 
we can assert that these values are more than satisfactory.
Finally, and applying the non-parametric bootstrapping 
test, we evaluated the significance of mediation effects. The 
results show significance of coefficients shown in Fig. 1.
Results from Table 5 indicate that ACAC (β = 0.361; p < 
0.000), ACAS (β = 0.398; p < 0.000) and ACEX (β = 0.361; 
p < 0.05) have a positive and significant impact on CAC, 
supporting, respectively, H1a, H2a and H3a. H4a is not 
supported because ACTR (β = −0.562; p < 0.000).
On the other hand, two factors influence positively and 
significantly and positively CAD. Specifically, ACAC (β = 
0.258; p < 0.000) and ACTR (β = 0.270; p < 0.05), which 
supports H1b and H4b. The other two factor related with 
CAD does not supports H2b and H3b: ACAS (β = −0.002; 
p = 0.981) and ACEX (β = 0.131; p = 0.209).
These three relationships occur directly.
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Table 1 Measurement model
First-order constructs Items Factor loading Item loading Cronbach’s Alpha Composite reliability AVE
ABSORPTIVE CAPABILITIES
 ACAQ1 0.729 0.531
 ACAQ2 0.694 0.482
Acquisition* ACAQ3 0.830 0.689 0.782 0.850 0.532
 ACAQ4 0.687 0.472
 ACAQ6 0.698 0.487
 ACAS1 0.819 0.671
Assimilation ACAS2 0.932 0.869 0.847 0.907 0.766
 ACAS3 0.871 0.759
 ACTR2 0.827 0.684
 ACTR3 0.873 0.762
Transformation* ACTR4 0.795 0.632 0.874 0.908 0.665
 ACTR5 0.854 0.729
 ACTR6 0.721 0.520
 ACEX1 0.791 0.626
 ACEX2 0.765 0.585
Exploitation ACEX3 0.866 0.750 0.897 0.922 0.663
 ACEX4 0.836 0.699
 ACEX5 0.703 0.494
 ACEX6 0.909 0.826
COMPETITIVE ADVANTAGE
VCC1 0.884 0.781








Service VCS2 0.923 0.852 0.886 0.921 0.746
VCS3 0.865 0.748
VCS4 0.799 0.638
* The variables ACAQ5 and ACTR1 corresponding, respectively, to Acquisition and Transformation were excluded from the measurement model 
due to low values. Accordingly, values lower than 0.7 generate a low correlation and threaten the reliability of the scale.
Table 2 Latent constructs correlation (Fornell-Larcker Criterion)
1 2 3 4 5 6 7 8 9
1. Acquisition 0.730
2. Assimilation 0.307 0.875
3. Cost 0.358 0.373 0.878
4. Exploitation 0.357 0.656 0.275 0.815
5. Innovativeness 0.280 0.290 0.169 0.488 0.861
6. Proactiveness 0.028 0.256 0.114 0.316 0.303 0.876
7. Product 0.407 0.259 0.303 0.488 0.465 0.148 0.902
8. Service 0.404 0.411 0.319 0.335 0.340 0.118 0.814 0.864
9. Transformation 0.412 0.620 0.153 0.748 0.520 0.349 0.501 0.414 0.816
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5 Discussion and conclusions
The main goal of this study is to analyze the influence of 
absorptive capabilities on competitive advantage.
Absorptive capabilities, generally, has a positive and 
significant impact on competitive advantage (H1a, H1b, 
H2a, H3a and H4b supported). Teece et al. (1997) argue 
that, through dynamic capabilities, firms are able to 
develop, integrate, reconfigure and adapt their resources 
and capabilities to unpredictable markets and achieve 
competitive advantage. In this study it is demonstrated 
that our SMEs still do not include as it would be desired 
dynamic (absorptive) capabilities in the formulation of 
their competitive strategy, as suggested Zahra and George 
(2002). Hence, H2b, H3b and H4a were not supported.
Porter (1985) states that performance is enhanced by 
the design of a competitive strategy, combining strategic 
determinants previously defined (Morgan et al., 2004). 
Hence, competitive strategy matters for small firms.
Small traditional firms represent a very important part 
of the economic system in many European countries. 
Their significant contribution to the gross domestic prod-
uct (GDP), national exports, and job creation, makes them 
an important policy target (Zucchella and Siano, 2014). 
In fact, and according to Portugal’s Textile and Apparel 
Association (ATP), this industry in 2016 accounted for 
20 % of industrial employment, 9 % of GDP and 10 % of 
Portuguese industrial exports (ATP, 2014).
We can only speculate that the Portuguese textile 
industry faces considerable challenges, not only regard-
ing the economic crisis in international markets, which 
restricts access to resources, but also concerning con-
sumption patterns. Furthermore, international compet-
itiveness does not allow SMEs to develop a competitive 
strategy based on differentiation, changing thus their 
business model paradigm. Indeed, mature industries are 
characterized by increased competition and price defla-
tion due to overcapacity (Parrish et al., 2006). As reported 
by the ATP (2014), globalization pressures, such as textile 
Table 3 Convergence validity and reliability indexes of the second-
order model
Cronbach’s Alpha Composite Reliability AVE
ACAC 0.776 0.839 0.471
ACAS 0.847 0.906 0.763
ACEX 0.897 0.921 0.661
ACTR 0.872 0.903 0.612
CAD 0.900 0.930 0.770
CAC 0.940 0.950 0.705
Table 4 Discriminant validity index of the second-order model
1 2 3 4 5 6
1. ACAC 0.686
2. ACAS 0.337 0.873
3. ACEX 0.381 0.645 0.813
4. ACTR 0.421 0.644 0.851 0.782
5. CAD 0.396 0.390 0.277 0.153 0.877
6. CAD 0.421 0.343 0.458 0.489 0.335 0.840
Table 5 Significant testing results of the structural model path coefficients
Original Sample (O) Sample Mean (M) Standard Deviation (STDEV) T Statistics (|O/STDEV |) P Values
H1a: ACAQ -> COST 0.361 0.361 0.053 6.858 0.000
H1b: ACAQ -> DIF 0.258 0.259 0.058 4.462 0.000
H2a: ACAS -> COST 0.398 0.394 0.080 4.971 0.000
H2b: ACAS -> DIF −0.002 0.006 0.085 0.024 0.981
H3a: ACEX -> COST 0.361 0.355 0.136 2.653 0.008
H3b: ACEX -> DIF 0.131 0.148 0.104 1.259 0.209
H4a: ACTR -> COST −0.562 −0.550 0.109 5.173 0.000
H4b: ACTR -> DIF 0.270 0.264 0.089 3.032 0.003
Fig. 1 Results of structural model
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trade liberalization, have considerably affected the indus-
try. The textile sector is being subjected to strong pres-
sures in a fast-changing business environment due to mar-
ket volatility and strong competition world-wide. The key 
success factors of the industry are related primarily with 
cost (labor, energy, transport), but also with geographical 
location (flexibility, responsiveness, proximity service), 
knowledge (know-how, experience, technical expertise, 
research and development, networking) and recognition 
(tradition, brands, quality). Therefore, we acknowledge 
that the sector is developing strong differentiation factors. 
Firms in these mature markets must look for ways to stay 
competitive and develop strategies that enables them to 
differentiate themselves from other firms.
5.1 Theoretical and practical implications
Our study is responsive to the call of Sousa et al. (2008) 
which suggests that, in international market context, firms’ 
survival and expansion, and consequent economic growth 
of many countries, is strongly dependent on a better 
understanding of the strategic determinants that influence 
competitive advantage. Moreover, our study confirms the 
importance of dynamic capabilities (e.g. Ambrosini and 
Bowman, 2009; Barreto, 2010; Eisenhardt and Martin, 
2000; Wang and Ahmed, 2007).
We also highlight the contribution of this study to the 
theory of strategic management. It is known that strategy 
includes deliberate and emergent initiatives adopted by 
management, comprising resource and capabilities used to 
improve competitive advantage (Nag et al., 2007). In order to 
remain competitive, firms must assess which strategic deter-
minants give them an advantage over their competitors. The 
findings are a contribution to clarify the influence of absorp-
tive capabilities in small firms’ competitive advantage.
Additionally, our findings provide guidance to business 
practitioners, since they indicate that absorptive capabili-
ties are predictors of competitive strategies. The research 
has also shown the positive influences of generic strategies 
on firm’s competitive advantage. So, for small firm manag-
ers, competitive strategy does matters and the development 
of one type of competitive advantage, alongside with firm’s 
absorptive capabilities, is a major performance driver.
Thus, it is essential to understand and identify which 
absorptive capabilities are relevant to gain competitive 
advantage. Business owners must be able to systematically 
analyze the changes that arise in their target market(s) 
and to incorporate this knowledge into their processes, to 
identify the present and future needs and market trends, 
anticipate changes in demand and seek new business 
opportunities.
By building on the literature of strategic management, 
this study aims to support the strategic development of 
business management policies designed to increase firms’ 
competitive advantage in foreign markets and add value to 
the current context of change. 
5.2 Research limitations
While this research provides valuable insights into SMEs 
in the textile industry, the study is not without its limita-
tions. First, the state of the economy might have affected 
our results. The low scores of willingness to take risks 
might be influenced by the current context of economic cri-
sis. In fact, in a turbulent market, risk-taking is negatively 
associated to SME performance (Kraus et al., 2012) and is 
in fact related to firm failure (Lechner and Gudmundsson, 
2014). Second, it would have been interesting to control our 
analysis. The fact that the research does not consider the 
effect of control variables such as age, location and target 
market of the respondents can be seen as a limitation. Third 
we used an online study to collect our data. While elec-
tronic data collection methods are becoming more com-
mon, strategies to encourage a greater response rate are 
lacking compared to other survey implementation meth-
ods. Finally, the fact that the sampling is non probabilistic 
and convenience is a limitation. Therefore we advise pru-
dence in the generalization of results.
5.3 Future lines of research
Firstly, this study has been based on a mature sector, as is 
the textile sector in Portugal. The results obtained should 
be understood in this context. For this reason, new research 
could be done in more modern industries to test again the 
proposed relations. Second, given the irregular nature of 
business growth, a snapshot survey may not be able to cap-
ture strategy and performance variations over long periods 
of time. As such, further studies with a longitudinal perspec-
tive would be of added value to investigate why these dif-
ferences persist. In other words, to find how and why some 
small exporters become highly successful while others, in 
the same industry, struggle to raise their export strengths.
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